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continued service beyond the current 
period. Initial outfitting of the unit is 
completed when the unit is ready and 
available for normal operations. 

(3) Repairs and maintenance generally 
means the total endeavor to obtain the 
expected service during the life of tan-
gible capital assets. Maintenance is the 
regularly recurring activity of keeping 
assets in normal or expected operating 
condition while repair is the activity of 
putting them back into such condition. 

(4) Tangible capital asset means an 
asset that has physical substance, 
more than minimal value, and is ex-
pected to be held by an enterprise for 
continued use or possession beyond the 
current accounting period for the serv-
ice it yields. 

(b) The following modifications of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

9904.404–40 Fundamental require-
ment. 

(a) The acquisition cost of tangible 
capital assets shall be capitalized. Cap-
italization shall be based upon a writ-
ten policy that is reasonable and con-
sistently applied. 

(b) The contractor’s policy shall des-
ignate economic and physical charac-
teristics for capitalization of tangible 
assets. 

(1) The contractor’s policy shall des-
ignate a minimum service life cri-
terion, which shall not exceed 2 years, 
but which may be a shorter period. The 
policy shall also designate a minimum 
acquisition cost criterion which shall 
not exceed $5,000, but which may be a 
smaller amount. 

(2) The contractor’s policy may des-
ignate other specific characteristics 
which are pertinent to his capitaliza-
tion policy decisions (e.g., class of 
asset, physical size, identifiability and 
controllability, the extent of integra-
tion or independence of constituent 
units). 

(3) The contractor’s policy shall pro-
vide for identification of asset account-
ability units to the maximum extent 
practical. 

(4) The contractor’s policy may des-
ignate higher minimum dollar limita-
tions for original complement of low 
cost equipment and for betterments 

and improvements than the limitation 
established in accordance with para-
graph (b)(1) of this subsection, provided 
such higher limitations are reasonable 
in the contractor’s circumstances. 

(c) Tangible assets shall be capital-
ized when both of the criteria in the 
contractor’s policy as required in para-
graph (b)(1) of this subsection are met, 
except that assets described in sub-
paragraph (b)(4) of this subsection shall 
be capitalized in accordance with the 
criteria established in accordance with 
that paragraph. 

(d) Costs incurred subsequent to the 
acquisition of a tangible capital asset 
which result in extending the life or in-
creasing the productivity of that asset 
(e.g., betterments and improvements) 
and which meet the contractor’s estab-
lished criteria for capitalization shall 
be capitalized with appropriate ac-
counting for replaced asset account-
ability units. However, costs incurred 
for repairs and maintenace to a tan-
gible capital asset which either restore 
the asset to, or maintain it at, its nor-
mal or expected service life or produc-
tion capacity shall be treated as costs 
of the current period. 

[57 FR 14153, Apr. 17, 1992, as amended at 61 
FR 5522, Feb. 13, 1996] 

9904.404–50 Techniques for applica-
tion. 

(a) The cost to acquire a tangible 
capital asset includes the purchase 
price of the asset and costs necessary 
to prepare the asset for use. 

(1) The purchase price of an asset 
shall be adjusted to the extent prac-
tical by premiums and extra charges 
paid or discounts and credits received 
which properly reflect an adjustment 
in the purchase price. 

(i) Purchase price is the consider-
ation given in exchange for an asset 
and is determined by cash paid, or to 
the extent payment is not made in 
cash, in an amount equivalent to what 
would be the cash price basis. Where 
this amount is not available, the pur-
chase price is determined by the cur-
rent value of the consideration given in 
exchange for the asset. For example, 
current value for a credit instrument is 
the amount immediately required to 
settle the obligation or the amount of 
money which might have been raised 
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directly through the use of the same 
instrument employed in making the 
credit purchase. The current value of 
an equity security is its market value. 
Market value is the current or pre-
vailing price of the security as indi-
cated by recent market quotations. If 
such values are unavailable or not ap-
propriate (thin market, volatile price 
movement, etc.), an acceptable alter-
native is the fair value of the asset ac-
quired. 

(ii) Donated assets which, at the time 
of receipt, meet the contractor’s cri-
teria for capitalization shall be capital-
ized at their fair value at that time. 

(2) Costs necessary to prepare the 
asset for use include the cost of placing 
the asset in location and bringing the 
asset to a condition necessary for nor-
mal or expected use. Where material in 
amount, such costs, including initial 
inspection and testing, installation and 
similar expenses, shall be capitalized. 

(b) Tangible capital assets con-
structed or fabricated by a contractor 
for its own use shall be capitalized at 
amounts which include all indirect 
costs properly allocable to such assets. 
This requires the capitalization of gen-
eral and administrative expenses when 
such expenses are identifiable with the 
constructed asset and are material in 
amount (e.g., when the in-house con-
struction effort requires planning, su-
pervisory, or other significant effort by 
officers or other personnel whose sala-
ries are regularly charged to general 
and administrative expenses). When 
the constructed assets are identical 
with or similar to the contractor’s reg-
ular product, such assets shall be cap-
italized at amounts which include a 
full share of indirect costs. 

(c) In circumstances where the acqui-
sition by purchase or donation of pre-
viously used tangible capital assets is 
not an arm’s length transaction, acqui-
sition cost shall be limited to the cap-
italized cost of the asset to the owner 
who last acquired the asset through an 
arm’s-length transaction, reduced by 
depreciation charges from date of that 
acquisition to date of gift or sale. 

(d) The capitalized values of tangible 
capital assets acquired in a business 
combination, accounted for under the 
‘‘purchase method’’ of accounting, 

shall be assigned to these assets as fol-
lows: 

(1) All the tangible capital assets of 
the acquired company that during the 
most recent cost accounting period 
prior to a business combination gen-
erated either depreciation expense or 
cost of money charges that were allo-
cated to Federal government contracts 
or subcontracts negotiated on the basis 
of cost, shall be capitalized by the 
buyer at the net book value(s) of the 
asset(s) as reported by the seller at the 
time of the transaction. 

(2) All the tangible capital asset(s) of 
the acquired company that during the 
most recent cost accounting period 
prior to a business combination did not 
generate either depreciation expense or 
cost of money charges that were allo-
cated to Federal government contracts 
or subcontracts negotiated on the basis 
of cost, shall be assigned a portion of 
the cost of the acquired company not 
to exceed their fair value(s) at the date 
of acquisition. When the fair value of 
identifiable acquired assets less liabil-
ities assumed exceeds the purchase 
price of the acquired company in an ac-
quisition under the ‘‘purchase meth-
od,’’ the value otherwise assignable to 
tangible capital assets shall be reduced 
by a proportionate part of the excess. 

(e) Under the ‘‘pooling of interest 
method’’ of accounting for business 
combinations, the values established 
for tangible captial assets for financial 
accounting shall be the values used for 
determining the cost of such assets. 

(f) Asset accountability units shall be 
identified and separately capitalized at 
the time the assets are acquired. How-
ever, whether or not the contractor 
identifies and separately capitalizes a 
unit initially, the contractor shall re-
move the unit from the asset accounts 
when it is disposed of and, if replaced, 
its replacement shall be capitalized. 

[57 FR 14153, Apr. 17, 1992, as amended at 61 
FR 5523, Feb. 13, 1996] 

9904.404–60 Illustrations. 
(a) Illustrations of costs which must be 

capitalized. (1) Contractor has an estab-
lished policy of capitalizing tangible 
assets which have a service life of more 
than 1 year and a cost of $6,000. The 
contractor’s policy must be modified to 
conform to the $5,000 policy limitation 
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